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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 


Minister 


Canada 


1. Structure and Performance 


Structure 

The Canadian shipbuilding and ship repair industry comprises companies 
which construct and repair a variety of vessels with a displacement of 
five tonnes and up, including cargo vessels, dredges, ferries, ice breakers, 
passenger ships, fishing vessels, semi-submersibles, jackups, drilling 
vessels, tugs, barges and tankers. 

The industry in Canada is relatively small; for the most part it serves 
the domestic market for fishing vessels, ferries and government vessels, 
and provides repair services for commercial ship operators and government 
vessels. In 1986, 92 percent of new construction in Canadian yards was 
initiated by government procurement. 

In that year, there were approximately 60 establishments in Canada, 
including about 16 large shipyards with total employment of some 
10 000 persons. Of these establishments, approximately half can be 
considered "major" yards that carry out both new construction and ship 
repair. Except for Saskatchewan and Alberta, there are establishments 
in every province and in the Northwest Territories. 

In 1985, the value of new vessel construction and vessei repair work in 
Canada was $1009 million. Of this total, 72 percent was in new construction 
and 28 percent in repair activities. 

Exports for this industry have ranged from $145 million in 1973 to 
$139.4 million in 1986. Imports (primarily of marine equipment) have varied 
from $37 million in 1973 to $106.7 million in 1986, with peaks in 1983 
and 1984. 

The industry is largely Canadian-owned. Except for the MIL shipyards 
group in Quebec (MIL Davie Inc., MIL Tracy and MIL Vickers Inc.), there are 
no foreign-equity holdings in Canadian yards. Three of the key shipyards are 
fully or partially owned by provincial governments and one is held by a federal 
Crown corporation. This industry is one of the few manufacturing sectors In 
Canada with a high regionally diversified base. 

Employment between 1983 and 1985 was consistently highest in 
Quebec, followed by the Atlantic region, British Columbia and Ontario. 
Shipbuilding capacity concentration is increasing in that the two large eastern 
shipyards (MIL in Quebec and Saint John Shipbuilding Limited in New 
Brunswick) now hold nearly 50 percent of total capacity. Most ship equipment 
is supplied to Canadian shipbuilders at arm's length, with little vertical 
integration in the industry. This situation differs from that in other countries 
where vertical integration allows shipbuilders to decrease input costs. 

The major yards in Canada do not differ significantly in construction 
capability by ship category. Currently Saint John Shipbuilding and MIL Davie 
Inc. in the east are carrying out new naval vessel construction; however, 
Versatile Pacific Shipyards Inc. on the West Coast also has the capability 
to construct naval vessels. Virtually all the major yards construct a broad 
range of commercial vessels. Construction of fishing trawlers is a dominant 
activity in a small number of yards (for example, Marystown Shipyard Limited 
in Newfoundland and to a lesser degree, Georgetown Shipyard Inc. in P.E.I.). 
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* Source: Industry, Science and Technology Canada, 
Statistical Analysis, Policy and Evaluation Branch. 
** Includes re-exports. 


Repair and conversion activities, as compared 
to new construction, are increasing as a percentage 
of total income of Canadian shipyards. Some yards 
are continuing their efforts to diversify. (MIL is most 
notable to date and recently Georgetown Shipyard 
Inc. began producing vessels in the small boat 
category.) It will likely take considerable time (in part, 
due to the sensitivity of local employment needs) 
before significant structural changes occur, such as 
major consolidations and rationalization. It should 
be noted that the process of rationalization has 
begun in Ontario, Quebec and British Columbia. 


Performance 

Throughout the 1960s and early 1970s, 
international new ship demand rose steadily. In this 
atmosphere, Canadian yards, with assistance from 
the federal Shipbuilding Industry Assistance Program 
(SIAP), were able to participate in the international 
market, with a significant proportion of their production 
going into the export market. This expansion of 
international ship demand came to an end in 1973 
with the sharp rise in international oil prices. 


The period following 1973 was characterized 
by a significant international and domestic excess 
in shipping and shipbuilding capacity. Governments 
responded to the situation by providing their domestic 
shipbuilding industries with assistance through 
subsidies and other aids. Prices for ship construction 
dropped universally as a result of overcapacity. Since 
then, Canadian shipyards have been handicapped in 
both the export and the domestic markets because 
of international overcapacity and the aggressive 
competition for new orders. 

Performance of Canadian yards in recent years 
has fluctuated but the overall trend has been one 
of decline. In 1981 dollars, the industry's total 
production declined from $336.1 million in 1975 to 
$266.7 million in 1985. Since 1983, the industry has 
not been profitable. 

From 1976 to 1983, some 90 percent of new 
construction was commercial work; however, by 
1985, government procurement accounted for some 
65 percent of new construction, and by 1986, it 
increased to 92 percent. 

The structure of the industry is gradually 
changing because of ongoing efforts to rationalize 
shipyards and to eliminate excess capacity. This 
contraction of building capacity may also lead 
towards increased specialization of both shipyards 
and the work force. 

On account of its poor financial position, the 
industry has been unable to invest new capital into 
production sites in recent years. On average, less 
than $50 million was invested annually between 
1982 and 1986 by the entire industry. 

Consistent with other traditional shipbuilding 
countries of the world, there has been a long-term 
decline in total employment in Canadian yards over 
the past several years, from 16 000 in 1975 to 
10 000 in 1986. 


2. Strengths and Weaknesses 


Structural Factors 

The key structural characteristics of the industry 
include a significant amount of unused production 
capacity, a small domestic market, high wage rates, 
occupational trade demarcation practices that hinder 
productivity and outdated equipment which cannot 
accommodate new types of assembly-line production. 

As a result of higher production costs, Canadian 
yards find it difficult to compete in the international 
market. Foreign yards also have the benefit of 
significant levels of government financial assistance 
in the form of production subsidies and favourable 
financing terms. Consequently, Canada has been 
virtually shut out of international markets for 
complete vessels, except for some small amounts 
of minor structural work and ship repair from the 
United States and other emergency repairs. 
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Shipyard capacity utilization remains relatively 
low in virtually all major industrialized shipbuilding 
nations. This situation continues, despite efforts to 
rationalize, to retire capacity in most countries with 
established shipbuilding industries, and the 
disappearance of the industry in some countries 
such as Sweden. The state of affairs has been 
exacerbated by the entry of new low-cost competitors 
such as the Republic of Korea, the People's Republic 
of China and Taiwan, which have been competing 
aggressively and expanding their facilities. 

Canadian labour rates are relatively high. Among 
the major shipbuilding nations, only the Federal 
Republic of Germany, the United States and Denmark 
have higher labour rates than Canada. France, Japan 
and Italy have lower wage rates, and the newly 
industralized countries (NICs) such aS Hong Kong, 
Taiwan, the Republic of Korea and Singapore have 
significantly lower rates. 

The shipbuilding market in Canada is small 
and slowly shrinking, particularly in the demand for 
commercial vessels. Canadian yards cannot offer 
economies of scale because of a lack of specialization. 
The only exceptions are Saint John Shipbuilding 
Limited and MIL Davie Inc. which are capable of 
handling specialized defence vessels and offering 
integrated marine systems management. 

Because most yards are in their original locations 
and little new investment has been made in facilities 
and equipment, most Canadian shipyards have to 
cope with such physical constraints as size and 
design layout which have hampered their productivity 
and efficiency. 

While there is less vertical integration in the 
Canadian industry than in some other countries, 
that which exists between Canadian shipping lines 
and shipyards offers a captive market for in-house 
repairs to some Canadian shipyards. As well, 
provincial government ownership of shipyards has 
resulted in government work being directed to their 
respective yards. 

A few shipyards have been diversifying their 
operations into both product and professional service 
lines. Most notable in this area is MIL Davie Inc., 
which manufactures sonar dome assemblies for the 
U.S. Navy. Others include Saint John Shipbuilding 
Limited in Saint John; Halifax-Dartmouth Industries 
Limited in Halifax and Marystown Shipyard Limited 
in Marystown, Newfoundland. 


Trade-related Factors 

Virtually all shipbuilding countries protect their 
domestic industries through the use of tariffs, non- 
tariff barriers (NTBs), subsidies and export financing. 


Canada, the United States, the European 
Community (E.C.), Japan and Australia all impose 
import tariffs on ships. The Canadian tariff is 
25 percent on ships and fishing vessels under 
30.5 metres in length and 20 percent on offshore 
rigs, whereas large fishing vessels enter tariff-free. 
Dredges are subject to a tariff of 10 percent or 
25 percent, depending on use. On non-emergency 
repairs carried out abroad which could have been 
performed by a Canadian yard, the duty is 25 percent 
of the enhanced value of the ship (full vessel value 
plus repairs). 

The United States imposes a tariff of 7.1 percent 
on fixed platforms for offshore oil and gas production 
and a 50-percent tariff on repairs done abroad to 
American ships. The import of complete ships into 
the United States is prohibited by non-tariff barriers. 
The E.C. imposes a tariff ranging from 2.5 to 
4.9 percent. Australia applies a 25-percent tariff on 
vessels under 150 tonnes. Japan's tariff ranges 
up to three percent. 

Subsidies to shipbuilding companies include 
direct-price subsidies, yard subsidies and tax benefits. 
France, Italy, Spain, Norway, the Federal Republic 
of Germany and Britain all provide price subsidies 
ranging from 10 percent to 25 percent. Although 
Canada eliminated price subsidies for ships delivered 
after June 30, 1985, shipyards with outstanding 
Performance Improvement Grant credits can continue 
to draw upon these to improve their facilities. 

In other countries, yard subsidies include 
government equity participation, preferential terms 
on loans, grants for specific improvements, tax and 
duty exemptions and the forgiveness of loans. In 
many countries, these measures have been used 
as part of a policy of retiring capacity. Tax benefits 
to the industry have included exemptions from the 
value-added tax (VAT), accelerated depreciation and 
tax deferral, and relief from various indirect taxes. 

Export interest rate financing by the Organization 
for Economic Co-operation and Development (OECD) 
countries is guided by the "OECD Understanding on 
Export Credit for Ships" which limits interest rate 
subsidization to a minimum of eight percent. 

Canada Is a party to the understanding, as are 

most OECD countries. Several countries offer their 
preferential interest rates for ships that are built to 
serve their domestic markets. Although details of 
the interest rate assistance offered by other countries 
is not available, there is a perception that such 
assistance is more favourable than that offered 

by the Canadian government. 
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The United States protects Its civil market 
through cabotage laws, collectively through the 
Merchant Marine Act of 1920, as amended (the 
Jones Act). Under this legislation, only vessels built 
in the United States and operated under the U.S. flag 
can engage in domestic trade. The purchase of 
domestic-built vessels is also encouraged through 
moral suasion, through requirements to use domestic 
products when they are competitive (e.g., Buy 
America laws) and through NTBs such as cargo- 
preference legislation. Regular amendments to the 
U.S. Department of Defense appropriations bills (the 
Burns-Tollefson clauses) preclude construction of any 
major components of the hull or superstructure of 
U.S. Navy vessels, or complete vessels, in foreign 
shipyards. Other legislation prohibits non-emergency 
repairs to any American naval vessels from taking 
place outside of the United States. 

The United Kingdom, Norway and Canada 
require domestic manufacturers to be given "full- 
and fair-opportunity" to supply goods and services 
for offshore oil and gas exploration and production; 
accordingly, review processes have been instituted 
to ensure that local suppliers are given full 
consideration. Canada's leverage in this area is 
limited due to the smaller size of the Canadian 
offshore market. 

Under the Canada Shipping Act, the Great 
Lakes and St. Lawrence coasting trade is reserved 
to Canadian ships. The rest of the coasting trade 
is assigned to Commonwealth ships. 

Under the Canada-U.S. Free Trade Agreement 
(FTA), tariff barriers on commercial vessels will be 
eliminated over a 10-year period. However, the major 
obstacle for the Canadian marine industry, the Jones 
Act, will remain unchanged. 

Canada, on the other hand, has the right to 
impose equivalent non-tariff measures (quantitative 
restrictions). Canadian access to commercial U.S. 
repair work will be enhanced by reductions in the 
50-percent tariff over the 10-year period. Tariffs on 
imported components for Canadian ship construction 
will be phased out over a five-year period. Tariffs 
on offshore drilling vessels will also be eliminated 
over 10 years. The agreement also provides for a 
lower (US$25 000) threshold for government 
procurement contracts. 


Technological Factors 

Canada has the technological capability to 
produce advanced state-of-the-art vessels in certain 
niche markets that are dominated by technological 
rather than cost considerations. The Canadian 
industry has begun to introduce modern technologies 
and processes such as modular zone-by-stage 
construction, heat-line bending processes, computer- 
assisted design and computer-assisted manufacturing 
(CAD-CAM) systems, palletization and pre-outfitting 
production activities, all of which have the potential 
to increase productivity greatly. 
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The ability of Canadian shipyards to introduce 
assembly-line facilities with modern technology is 
tied to the prospect of continuing long-term orders 
for vessels. This expectation, however, is limited 
by the aggressive, competitive characteristics of 
the international industry in recent years, including 
their access to government assistance and the 
low-cost production facilities now in place in some 
Asian countries. 

Even in the absence of large capital investments 
to renew their facilities, Canadian shipyards have 
developed an international reputation in certain 
specialized markets such as self-unloading bulk 
carriers, self-righting log ships, shallow draught 
vessels, coastal ferry systems (sea buses), offshore 
oil tankers and icebreakers of all types. In these 
areas, Canada has some significant technological 
advantages because of Its experience in the 
construction and use of such specialized vessels. 


3. Evolving Environment 


The current crisis in the world shipbuilding 
industry is the result of a decline in international 
demand for new merchant ships, offshore structures 
and oil tankers, together with the rise in new 
shipbuilding capacity by low-cost countries, 
primarily in Asia. The result has been a continuing 
excess of production capacity. OECD estimates 
suggest that this surplus capacity will continue at 
rates of 30 percent for the next few years. 


SHIPBUILDING AND 
SHIP REPAIR 


5 INDUSTRY PROFILE 


As a result, world demand forecasts for Additional improvements in competitiveness 
new ship construction over the next decade are will likely come about owing to recent moves towards 
pessimistic. It is likely that the trend toward gradual rationalization and consolidation of construction activity 
decreases of the world bulk fleet will continue. in a reduced number of yards. Fewer competitors 
The demand for offshore units is tied to the price of would permit economies of scale and improved 
crude oil; continuing low prices could also result in profits for the industry, which, in turn, could result 
further contractions in this area. in expenditures on improved facilities and new 

Canada, as a high-cost producer, has an technology, and a long-term increase in competitiveness. 


insignificant portion of the international market. 
Canada ranks 24th in the world in terms of tonnage 
of merchant ships completed with about 0.29 percent 


of the world market. Domestic demand is highly For further information concerning the subject 
dependent on government procurement. matter contained in this profile, contact: 
The FTA is not expected to have a major 
impact on the sector. Since.domestic procurement Surface Transportation and Machinery Branch 
preferences for vessels are largely untouched by Industry, Science and Technology Canada 
the agreement, large government procurements Attention: Shipbuilding and Ship Repair 
are likely to continue to constitute the major source 235 Queen Street 
of demand on both sides of the border. American Ottawa, Ontario 
shipyards will be in a position to gain entry to the K1A OH5 
Canadian market with the reduction of tariffs, 
including some access to the market for offshore (613) 954-3428 


drilling vessels which may be significant over time. 
However, as a result of the lowering of U.S. tariffs 
on repair work, Canada, in turn, could gain access to 
U.S. commercial repairs, where the Canadian ship 
repairing industry is price competitive with its 
American counterpart. In addition, Canadian yards 
could benefit from the tariff reduction on imported 
components which will be phased in over a five-year 
period; thus, shipbuilders may be in a position to 
lower their costs when imported equipment is 

less expensive. 


4. Competitiveness 
Assessment 


In most product areas, Canadian shipyards 
are not competitive on the world market. Canadian 
bids are still higher than those of many foreign 
yards largely because of higher production costs; in 
addition, foreign subsidies make it difficult for Canada 
to compete against many of the traditional industries 
in the international shipbuilding community. This is 
also basically the case in the Canadian domestic 
market. 

However, there is a largely undetermined market 
for Canadian yards in highly specialized vessels such 
as icebreakers, passenger ferries, fishing vessels and 
barges, provided there is no foreign subsidy and 
there is the assistance of the existing Canadian 
tariff. Canadian yards may be competitive in other 
specialized domestic markets, in addition to the export 
market, and in some forms of repair work for which 
Canadian shipyards have a locational advantage. 
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PRINCIPAL STATISTICS SIC(s) COVERED: 327 


17s 1982 1983 1984 1985 1986 


Establishments 5i/ 69 49 55 59 58 
Employment Wey SkOe) ils) AOS) 4 AS 9 433 10 858 10 046 
Shipments ($ millions) 362.8 1 24 822 mOAy, 1 009 WHS 


Gross domestic product 
(constant 1981 


$ millions) 463.4 458.9 29) 97 296.6 S00 331.8(P) 
Investment ($ millions)* ISS, UD 42.1 34.5 318). 43.2(P) 
Profits after tax ($ millions) el 2.0 -3.6 -8.3 -20.8 N/A 
Total income ($ millions) 342.0 964.0 773.0 896.0 Chee! N/A 

(Profits as % of total income) DES Or -0.5 -1.0 -2.0 N/A 


LS 1982 1983 1984 1985 1986 


Exports ($ millions) * * 145.0 266.0 130.2 176.2 2A (ISO Asa 
Domestic shipments 
($ millions) 217.8 855.0 691.8 870.8 887.9 633.6 
Imports ($ millions) ** 37.0 86.8 576.1 Sis). HNIG2 106.7 
Canadian market 
($ millions) * * 254.8 Cua P WE7S) i 2272) 1) COA (A035 
Exports as % of 
shipments 40 24 16 V7 12 ieee 
Imports as % of 
domestic market 15 9 45 29 11 14 
Canadian share of 
international market* *** N/A 0.50 0.40 0.10 0.30 0.29 
Source of imports UES: E.G. Japan 
(% of total value) 
1982 48.0 Sow 1.6 
1983 5.4 25.0 633 
1984 2A 8.2 64.0 
1985 62.0 25.0 VS 
1986 47.8 28.3 4 
Destination of exports UES: EAGr Japan 
(% of total value) 
1982 78.3 5S 32 
1983 715.3 2.5 3.5 
1984 90.0 4.0 3.6 
1985 90.0 4.0 0.9 
1986 79.0 DY 9.5 


(continued) 
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WW 


Atlantic Quebec Ontario Prairies BG: 
Establishments — % of total 34.3 ZnO VA = 27.6 
Employment — % of total 26.5 Con WS. —_— 23.0 
Value of Production - % of total 391.3 2S 22 — 192 


Name Ownership'!) — Location of Major Firms 


Allied Shipbuilders Ltd. Canadian North Vancouver, 
British Columbia 


Versatile Pacific Shipyards Inc. Canadian Vancouver & Victoria, 
British Columbia 


Rivtow Industries Limited Canadian Vancouver, British Columbia 

Vancouver Shipyards Co. Ltd. Canadian Vancouver, British Columbia 

Vito Steel Boat & Barge Canadian Vancouver, British Columbia 
Construction Ltd. 

Canadian Shipbuilding Canadian Port Weller & Port Arthur, Ontario; 
& Engineering Ltd. Pictou, Nova Scotia 

Marine Industries Ltd. (MIL)* Canadian Sorel, Lauzon and Montréal, Quebec 

Georgetown Shipyard Inc. Canadian Georgetown, P.E.|. 

Halifax-Dartmouth Industries Limited Canadian Halifax, Nova Scotia 

Marystown Shipyard Limited Canadian Marystown, Newfoundland 

Newfoundland Dockyard Corporation Canadian St. John's, Newfoundland 

Saint John Shipbuilding Limited Canadian Saint John, New Brunswick 

Shelburne Marine Limited Canadian Shelburne, Nova Scotia 


* Total capital and repair expenditure 
** Source: Industry, Science and Technology Canada, Statistical Analysis, Policy and 
Evaluation Branch 
*** Includes re-exports 
**** \World order book for merchant vessels completed: % of total tonnage 
(P) Projection 
(1) All Canadian except MIL which is partially owned by Alsthom Atlantique, a French company. 


Note: Statistics Canada data have been used in preparing this profile. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/646042 
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